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Exhibit 14 Arizona
American Water ®

INVESTMENT POLICY CONCERNING FIRE FLOW INVESTMENTS IN
AMERICAN WATER'S REGULATED STATES

(AS OF DECEMBER 2007)

While infrastructure improvements may occur in the AW system that are designed to
improve tire flows, investments that may improve fire flows are not generally separately
categorized as "fire flow" improvements. Fire flow improvements can result from many
customary improvements to infrastructure, such as replacing and increasing the size of
aged transmission and distribution mains, installing extensions or additions to provide
interconnections for more efficient system flows, increasing storage capacity,
improvements to enhance system reliability and security, and others. All such system
enhancements can result in improvements in pressure and sustainability of fire flows in a
particular area, but are often undertaken for other reasons as well, such as improving
water quality and supply at the customers' premises.

Investments that improve Hre flows are routinely considered and prioritized as part of a
utility's (including As. American) overall capital planning process, along with other
system needs, so that limited capital budgets can be most effectively utilized. For
example, new SDWA requirements or supply constraints may require costly capital
investment to remain in compliance with mandated federal quality standards and to
provide basic reliable drinking water service to customers. Improvements to fire flows
must be evaluated against all other priorities, while considering the cost impacts on
customers. It should be noted that investments that provide significant improvement to
fire flows, including sustainability, could usually involve more than simply replacing
hydrants, but could also require replacement of existing mains, constructing storage
capacity and increasing sources of supply. These improvements must be evaluated in
conjunction with all other system needs and cost impacts on customers.

To the best of our knowledge, no AW regulated affiliate has been required or mandated
by a state regulatory commission to undertake specific improvements in fire flows in an
existing community, other than what is generally required in statutes or rules pertaining
to the provision of reliable service. Improvements to fire flows may have occurred in a
number of areas, typically as a component of other scheduled system improvement
projects. AW subsidiaries are willing to discuss with local officials in existing
communities a desired level of fire protection capability, but such discussions will of
necessity include consideration of other system needs and the costs to customers and
municipalities to achieve particular capabilities.

The costs of fire flow improvements, as well as other capital investment costs throughout
the AW system, have been recovered using a number of rate methods. For example, in
Pennsylvania, improvements to existing infrastructure that would improve tire Hows are
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e ligible  for inclus ion in a  Dis tribution Sys tem Improvement Cha rge , which is  a  surcha rge
mechanism. Aga in, however, such improvements  may not typica lly be  ca tegorized
spe cifica lly a s  "fire  flow" improve me nts . S imila r infra s tructure  re pla ce me nt surcha rge s
are  ava ilable  in other s ta tes  where  AW utility subsidia ries  have  opera tions, such as
Illinois , Ohio, Ne w York, India na , a nd Missouri. In othe r s ta te s , whe re  the  cos ts  of fire
protection a re  specifica lly identified in a  cost of se rvice  s tudy, such charges  may appear
separa te ly on a  customer's  bill, pursuant to s ta tutes  and/or commission rules  requiring
such trea tment. There  may a lso be  ins tances  of municipa lities  or deve lopers  providing
contributions  in a id of cons truction. In othe r s ta te s , cos ts  a ssocia ted with fire  flows and
fire  protection a re  recovered as  a  cost of se rvice  through traditiona l ra te  making methods.
However, please  note  tha t "traditiona l" ra te -making is  de fined diffe rently in each s ta te .
For example , in some s ta tes  future  tes t years  and s ingle  ta riff pricing have  long been
pe rmitte d.



ARIZONA-AMERICAN WATER COMPANY
SUN CITY WATER DlsTRlcT
Docket No. W-01303A-07-0209
Test Year Ended December 31, 2006

Company Late File Exhibit A-15 Revised

CALCULATION OF THE ESTIMATED BILL IMPACT OF THE FIRE FLOW PROJECT
THROUGH FCRM SURCHARGE

Line
M

1
2
3

Description
Original Cost of Plant - Hydrants
Original Cost of Plant - Mains

Subtotal

Phase 1
2009

$882,000
234,000

$1 ,116,000

Phase II
2010
$20,592

1,169,408
$1 , 190,000

Phase III
2011

$121,080
1,156,920

$1.278,000

Phase IV
2012

$422,565
1,111 ,435

$1 ,534,000

4
5
6
7
8

Depreciation Expense
Hydrants @
Mains @

Subtotal
Depreciation Net of Tax [a]

200%
1.53%

17,640
3,580

$21 ,220
$13,029

412
17.892

$18,304
$11,239

2,422
17,701

$20,123
$12,356

8,451
17,005

$25,456
$15,630

9 Rate of Return
10 Required Operating Income [b]

7.71%
$177,793

7.71%
$276,326

7.71%
$394,598

11 Operating Income Deficiency [C]
t2 Gross Revenue Conversion Factor
13 Revenue Deficiency

7.71%
$86,044

$99,073
1.628

$161 ,291

$0.0344

$202,061
1.628

$328,955

$00702

$312,950
1.628

$509,483

$0. 1087

$446,852
1.628

$727,475

$0. 155214 UnitCostper1,000 gallons [d]

15 Median Consumption = 6,500 gallons
at Company Proposed Rates
with FCRM Surcharge
Monthly FCRM Impact
Percentage Increase

$14.94
$15.16
$0.22
1.5%

$14_94
$15.40
$o.4s
3.1%

$14.94
$15.65
$0.71
4.8%

$14.94
$15.95
$1.01
6.8%

16 Average Consumption = 8,300 gallons
at Company Proposed Rates
with FCRM Surcharge
Monthly FCRM Impact
Percentage Increase

$17.38
$17.67
$0.29
1.7%

$17.38
$17.96
$0.58
3.3%

$17.38
$18.28

$0.90
5.2%

$17.38
$18.67
$1.29
7.4%

la] Depreciation Expense x (1 - Tax Rate)
Effective Tax Rate = 38.6%

61 .40%

[b] Cumulative Line 3 x Line 9

[c] Cumulative Line 8 + Line 10

[d] Line 13 / 4,688,598 1,000 gallons sold
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